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electric utility oil consumption by 1990.    In 1978, the equivalent
of almost 3.5 million barrels per day of oil  and gas were consumed
in the production of electricity by U.S. utility companies.    In
examining  potential  areas for the U.S.  to cut its current critical
dependence on foreign imported oil, oil  and gas_a/ used by utilities
as a boiler fuel should be viewed as a prime target.

The opportunity for reducing utility consumption of oil  and gas
includes (1) displacing  existing oil-fired capacity by accelerating
the construction of new coal, nuclear, or other generating  facilities,
(2) converting  some existing facilities to coal or coal-based fuels
(solvent refined coal, coal/oil  or coal/water mixtures, etc.),
and (3) less capital  intensive alternatives such as conservation
rate design, and load management.    Not only are many of these
technologies and approaches proven "on-the-shelf" options which
can be called on immediately, but at forecasted oil  prices, also
offer economic advantages (i.e., lower electricity prices).

With the increasing price differentials between oil  and coal  (or
nuclear fuel), more and more of the existing  oil capacity is becoming
economically obsolete and should be replaced by new nuclear or
coal-fired capacity.    This circumstance arises when the fuel costs
alone of an existing oil-fired boiler exceeds the fuel  plus capital
cost of a new non-oil-fired boiler (on a discounted basis).

This relationship highlights the importance of the general  assumption
that coal   prices will not track the ongoing  and projected increases
in oil   prices.    Developments on coal  transportation rates, State
severance taxes, and expanding  environmental  requirements, all bring
this assumption into question.    As discussed elsewhere in this paper,
it is encurrbent on Federal   energy policy to assure excessive economic
rents do not accrue to those who control   indigenous energy resources
that serve as the alternatives to imported oil.

Thus, oil  usage in the utility sector should decline with increasing
oil  prices.    Some reduction in utility oil consumption mentioned
above is economical  at current world oil  prices.    Even more will
be economical, based on likely future world oil  prices.    However,
there are several  "institutional" factors which could inhibit or
prevent this oil displacement.    Such institutional barriers include:

_a/ Under assumptions of long-term constraints in gas supply
natural gas freed up from use in utility boilers will,
in turn, displace oil   in the industrial, commercial  and
residential  sectors.    Thus, gas displacement in the
utility sector is given the same value in displacing
petroleum imports as is oil  displacement.
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